Southern Bell Telepbane & Telegraph Co.
Gecrgia Public Service Commissicn Audit
Audit Request $231

Item No. 118H

Page 1 of 1

m: Regarding letter to Mr. F. S. Topar frmm C. S. Barem.
1. Wby no date?

2. mmmofmam“mm Marketing,
Network and Plamning?

3. Provide copy of actual signed letter sent to Topar.

4. Provide documentaticn from lines of Business organizatiocns
which underlie item 3 in letter. ]

RESFONSE: 1. It zppears that the date was inadvertently axitted rxm the
letter. Typically, exscutive letters are not datad uptil
after the lstter bhas circulatad among the levels of
management for concurrence and been signed by the
emcrtive(s). In this case, the date was inadvertently
amittad after the letter wvas signed. However, the
concrrence sheet (see Attachment 1) indicates the lettegp
was sent in November, 1989.

2. The correspondence vwihich had been provided earlier to
members of the audit tsam was actually a copy of the letter
before it wvas signed by the Exscutive Vice
President-Market, Network, and Flamming.

This particular copy was cbtained from the Procurement
organizaticns’ files. The Procurwment file copy cnly bad
their Vice President’s signature and did not include the
Exacutive Vice President’s signature from the other
invelved despartments,

3. Ses Attachment 1 for a copy of the actual signed letter.

4. This wvas a broad and ambiguous question. However hased
upon ocur interpretation of the question, selectad
representatives from the lines-of-business organization
(including those most likely to have responsive
docmentation) saarched their files and found no responsive
documentation.

INFORMATION PROVIDED BY: Frances Demnis
Operations Manager
675 West Peachtree St.
Atlanta, GA 3037S
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Interview of C.S. Boren
by M. Majoros and D. Craig

12/13/93

Don Craig
(Unidentified Speaker):
Boren, with Don Craig, Mike Majoris, Michele Young, Steve Manion.

Decexber 13, 1993. Interview with sid

Regarding BellSouth’s negotiations with switch vendors during the

1989-90 time frame. ]
Michael Majoros *

(Unidentifjied Speaker): I’d just like to say that the purpose of

this interview is to help us understand some information and

correspondence that we’ve received regarding the 1991 ATE&T price

restructure and I’m just gonna go straight to the questions.

In your capacity, I believe you were the Vice President of

Procurement of BSS back in that time pe;iod

A: Yes, that’s correct.

Q: And how would constrained expense hudg?ts impact BellSouth'’s
negotiations with switch vendors?

A: Constrained expense budgets? I ...
Q: Yes Sir. Oor would constrained expense budgets impact

BellSouth’‘s negotiations with switch vendors.

A: Well, the reascn I had asked for clarification I guess is the
term constrained expense budgets is one that I’m not familiar
with the terminology of the company that you’re referring to.
In an attempt to have a lower expense budget we have a
budgeting process, ve don‘t call it a constrained expense
budget, but, most of the switch purchases... switch purchases
drive both expense and capital, so what you try to do is look
at the total cost of the machine which involves both expense
and capital. Try to move to product life cycle type cost

rather than trying to analyze whether it’s expense or capital.
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But the motivation for the purchaser is to always tIy to get
the lowest price if that’s what you mean.

Alright, so would constrained, uh, tight expense budgets have
an impact on your decisions, on your negotiations with the
switch vendor within the context of .t.he total life cycle
approach?

Well, only... I mean its... the ricgctiation process with any
of our vendors is an attempt by us to make the cost of the °
product that we buy as low as possible. And I‘ve been in the
company for 25 years and every year we have a budget, an
expense budget and a capital budget and I guess maybe I‘m not
understanding the nature of your .qucstion or something, but
obviously we try to get as good a price as we can. There was

no single event... I don’t... maybe I’m not understanding the

guestion properly.
Alright. Uhm, let’s move on to the next one then. Would rate

of return regulation have an impact on your negotiations with
switch vendors?

Well, no, I mean again, the rate of return rsgulation is a way
that, I’m just thinking out loud, it’s the method that all
_regulation ultimately is based on. We’ve got a variety of
plans around the company in the states that we’‘re in, but in
cne way or another they‘re all tied to a rate base rate of
return calculation. But in terms of how that’s related to the
negotiation of a switch, again it gets back to an attempt to

get the lowest possible cost for the switch and that’s related
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to, I guess in a way, the rate base rats of return regulation
because expense is certainly a, and capital, are both products
of that, but again, the question is puzzling.

Alright, I‘ll try to move along here as quickly as possible.
I‘m trying to be responsive, I tn:..nk n;aybe we have a slight
different terminology or something because it‘s really, I
don’t fesel like I‘m answering your questions properly, and
yet, anyway, let’s continue.

How would, and these are hypotheticals, I’m just, bhow would
tightened accounting rules requiring the expensing of all RTU -
fees impact BellSouth’s negotiations wi‘r;h switch vendors.
Well, the connection wouldn’t be direct, I guess, and I don’t
understand again the connection. In the negotiating process
for purchasing products the things you’ve mentioned, are not
directly related. In the negotiation for the purchase of a
product, you'’ve got competitive situations, you’ve got history
that you can look back on, you’ve got a bid process, you'’ve
got business cases that you prepare and all of that but none
of thenr are related to your line of question directly that I'm
familiar with.

Okay. Would tariff concerns impact your negotiation with
vendors and specifically, one group of tariff customers versus
another or one type of tariff versus another.

I’m not sure I knov what you mean by tariff considerations but

in the negotiating process we never got involved in the

tariffing process.

Appendix F -~ 28



18

19
20
21
22
23
24
ri

26

okay.... I'm cognizant that we only have an hour and that'’s
wvhy I‘m trying to do this as quickly as possible. Could you
explain to us what the background was, and I take it you were
the chief negotiator, what the background was prior to the
restructure and vhat things vere golng'an in and outside the
company which would have precipitated the need for the price
restructure that AT&T did.

Well, a couple of things. Chief negotiator has different
connotations so let me raspond to that first. My organization
was responsible for the procurement process. I didn‘t do any
negotiating myself. But nmy organizatioﬁ was responsible for
it so maybe that’s a technicality but again I don’t know the
context of your gquestion so that, maybe clarify that first.
The prices rsstructure, maybe we bettar, I don’t really relate
to exactly that event, maybe you need to brief me or they can
exactly what you’‘re referring to.

Uhh, What I’m referring to is basically these, we have these,
scme of this correspondence between you and Mr. Topor and it
resulted in a price restructuring, then I guess ultimately a _

purchase of switches.
When you say restructure, wvhat does that mean to you. I mean,

"I want to make sure of our... I don’t know the tern

restructure, vhat definition of that?
Uhm, Well, I will say that to me what I see in these docunments

is it means that what AT&T said it was going to be is a shift

in price from expense to capital.
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I don’t, I don’t, I don’t understand that kind of distinction

I guess is vhy I wvanted you to define the term price

restructure because in our discussions with the vendor

community including AT&T our motivation is always to reduce

the price, consistent with what tbeir.conpetition is doing,

what our markets are doing, and the term restructure or shift

from expense to capital is not an event that is meaningful in |
my world. |
Do you try to fit the negotiations or your vendor reguests for
quotes to your expected budget for expense or capital?

Not, not, ... The way we go about it not‘ like that. Now that
may be an end result, but that’s not the process we go
through. The procass ve go through is we have in our
engineering organization continuing studies about repilacement
and growth needs, which you’re very familiar with, then ;c

have in the procurement organization ongoing discussions with

the vendor community with regard to the price performance

curves in the industry. So ve try to group switches, we try
to make vendors compete with each other, we try to package
purchases, ve disaggregate sometinmes purchases. We try to do
everything wve could, in those times, and I’m sure they
continue to, to get the price performance for the product as
low as we possibly can. Then that becomes a more or less
fixed amount. Then you have your studies over here that show
the breaking point for when you can replace or add based on
that particular price. But as far as starting it out the way
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you’re describing, we don’t; and it’s not associated in the
way your question set it up. I mean, it‘s just not the way to
do it. So whether it’s expense or capital is a byproduct, noct
a negotiating point, I gquess, is the answer.

One of the things that was evident tm these documents, what
Stave and ( 2 ) were talking about is one of.

your goals apparently was to reduce, having AT&T to reduce

it’s software and growth costs...

Yes.

... above all else.

Not only AT&T but other vendors as well. We felt like we were
becoming a product of the Gillette razor syndrome, give us the
razor for nothing then sell us all the blades you can at
exorbitant prices. So, we... In the world of technology that

we live in, the software pricing becomes very very inportaia:t

because that’s the platform that most of our products and

services are ultinmately based on, so I was very concerned,
still am as a matter of fact, about right to use fees and
recurring software costs. It’‘’s a really, we have to be real
careful that we don‘t mortgage our future by locking into
exponentially increasing software costs, because they should
be decreasing as the software research and development is
written off.

Are you familiar with this August 24 letter to Mr. Grieser
and, you didn’t sign this, it’s signed by E. W. James.

Jones. : :
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Jones, pardon me.

I would have to read it, I haven’t seen it.

He makes a reference here. And this is about the first, he
says that, and here we’re talking about software cost, and in
detarmining our, and this is that unified list of priorities,
he says, in determining our interest in priorities in these
feature no consideration was given to the cost of development.
Does that mean that, uh, wvhat does that mean, do you know?

I don’t know. I mean, I’m sure it would become evident in the
context of the whole letter but I don’t know, I haven’t seen
the letter until you just read it to ne..

You haven’t gseen this letter?

Well I mean I may have but I don‘t remember it. When was it
writtan? .

It was in 89, August 198S.

I haven’'t seen it, if I saw it it was in 89 and I don‘t
remember anything I saw in 1989.

(Laughter)

Here’s a letter from, I might as well ...

Don has since retired even. A good friend of mine.

lLet’s get rid of these - dispose of these letters. This is a

" letter to Mr. Topor from you.

Uh-hmn
And item number 1 states that features in the SE have been
found to be, cost frequently up to stimes as much

similar features on the lA. Does that mean that you’‘re unable
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to prove in economically a SE based upon those feature
prices?.

It could be. You know, the replacement costs or addition
costs would be based on the total cost wh.:.ch would include the
features I‘m sure, but it would be a total economic analysis
not just based on feature costs.

Now item #3 says that feature software pricing is often higher

than our lines of business organization finds acceptable for '

competitively marketing services in BellSouth. We had asked
for docunments supporting that statement from the, from that
organization, and we’re told that no documents were availables.
Do you, is this, was-ihis all verbally done, this infor...

I don’t, I doan’t, I, no, I mean it would have been I’'‘m sure a
combination of discussions, impressions, conclusions’ that ve
all have made. The statement, I’nm not, I don’‘t reanember
exactly y‘know the time I wrote the letter but it is a problem
in our industry to, this is kind of a funny industry in a way,

but, if you’‘re going to market a feature like one of the

vertical features that we sell like three way calling or -

something like that, then when you get to the point that you
do the cost studies to determine what the pricing has to be
for the purpose of filing the tariff, then, all of the cost
information is loaded into that and if three way calling has,
if the customer has other alternatives to that, then market
research would show where his decision price point would be,

and there you would then say, well, unless we can came to
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market with that priced in this particular range, the
product’s not going to be successful. So, conceptually, I
understand what wve were referring to, but I don’t have any
piece of paper with that analysis on it today. But it sure i§
true.

Here’s one of the letters from back to you from Mr. Topor and
this paragraph talks about BellSouth’s well documented
concerns about the SESS switch’s competitive position on first
costs, and also at the end of this letter it talks about your
previous letters on the availability and cost of five ESS
special features. And, one of our concerns here, sir, is that
wa feel that ve, y’xnow, there seex to be some documents that
ve’re not getting in this area, and I‘m wondering if you are
awvare of any other documents that we have not received in this
area.

Well, I’m not, but the only two documents I’m familiar with
are the two you’ve shown me. I haven’t, I can’t perscnally
testify one way or another to what documents were available.
I don’t know what you’re loocking for, so...

We would have been locking for documents concerning the well
docunmented concerns”and then the previous letters zmentioned on
page 3 of this letter.

I don’t know. I know that we’ve, that I‘ve been concerned
about that very subject from time to time, but I don’t have
any documents in my file one way or the other. I figure y’all

did a search, didn‘’t you. (Youny: Um=hmm.)
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This letter from Mr. Topor to you on page 2. It says the mix
between capital and expense prices for five ESS switch will
change with expense decreasing and capital increasing, but the
average bottom line switch price will remain consistent with
the previous five ESS price plan. He aiso, down here, said he
completely understands your concerns about the effect that the
price of our features have in regard to your ability to
generate tariffs that are within the range of your customers
willingness to pay.

Yeah, that’s the thing I went through a_ninute ago.

And they were, so that was indeed a concern in your
negotiations with, um?

It was a concern in the letter that I wrote just like I said
it. If you look at the way we offer products, we buy 2 switch
and then we have generic upgrades with new software packag;s

that we pay certain amounts of money for, and then ve take a

feature and when we do a cost study on that particular
feature, which picks up a part of the generic and part of the
switch capital cost and then it gets an approved methodology
that we have with our regqulators and then that gives you
underlying cost of the product which we then come up with a

' price and file a tariff. Now, I‘ve alwvays, and still am,

concerned that in a world that has many many CPE type
applications that we have switch based solutions that are
competitively priced, but our, my concern was not whether it

shifts things from expense to capital or capital to expense,

10
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because By concern was that we decrease the cost to the
gvitch, making our products more competitive because they
would have a lowver underlying cost and therefore would be able
to put to the market with a2 lower price. But, uh, I mean,
that was the intent, and I’'ve had na;zy discussions with these
fellows about that, a very resasonable concern for a company
like ours to have.

Do you think it‘’s possible that AT:&T could as a result of
this, this plan or price rastructuring, how ever you’d define
this, be pricing it’s software below' cost, below it’s
development cost.

Looking at what it‘s done, I would doubt that very seriously.
But I don’t know personally but I wouldn’t think so.

The concsrn would be ... ']

The history, the history of computers and stuff is in the
other direction. Price the hardware real low so you can get
the hardware in to the customer and then -a.fter the customer
buys the hardware he’s sort of wvedded to purchasing fhe
software so the motivation is the other way around. For any
hardware or software manufacturers., This company, in his
letter here, our desire was toc get the total product life

' cycle cost to a minimum, which was expense and capital over a

period of time, and we did indeed do that. If you lock at the
price we’re paying per line today compared to what ve were
paying in 1989, 88, 87 there’ve been orders of magnitude

reductions based on this kind of negotiating, where we do with
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all vendors one against the other to try to get them to move
their prices down. These guys lost alot of mnarket share
during that period of time. When the S5E first came out it was
not competitive, price-wise, and they had to bring the prices
down rather dramatically over time so ve were, and I am, very
proud of these kinds of negotiations because our company and
the people that buy our service have benefitted from then.

Struck a lot of these questions. (Laughter) And as a result
of this, we, the company signed a switch purchase agrsement
for the Atlanta area and Mr. Manion.told me this morning that
that was a part of a much larger deal, AT&T got probably the
most out of the deal, but the other two switch vendors got

pieces of that.

.
It was a pretty remarkable negotiation. The main bcneticia.'r.;y
was us.
Do you, would you know what in general swung the deal nost
heavily in favor of AT&T?
They were very aggressive in their pricing because we had
introduced the concept of the third vendor. That was our

strategy all along was to use the third vendor to try to drive

" the prices down. We knew somebody would blink and these guys

blinked pretty substantially. We had a pretty nuch of a
duopoly before that. In a duopoly, if you’re the purchaser,
you can use a third person or third company in this case

coming into the negotiation advantageously, and we did pretty

12
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successful. That did not happen all over the country. we
were able to get some pretty aggressive prices.

The bottom line is they came in at a lower price for the
majority of the switches.

I don’t remem...

Lower total cost, I'm just txrying to...
Yeah, I don’t remember the details of who got exactly what

percentage, but I do recall that they aggressively priced and
one of their competitors, if I remember right, did not at that

time, wasn’t that right. One of their competitors lost market

' share in this negotiation. We picked up a little bit with the

third quy and the majority went to these fellows because they

responded so aggressively. Is my memory ...? (Manion: Yes.)

Was this... This wasn’t exactly one sided all in you; favor,
all in Bellscuth’s favor; what did AT&iT receive, othef than a
substantial piece of business

Kept their factories running.

Continuation of them actually being in the business?

Yeh. The problem these guys have and the resason a purchaser
can take advantage of it is they have to level load the
factory and they got to have a pretty consistent volume, and
if you can, or if you’‘re good enough or lucky enough or
vhatsver, sometimes you can get a very aggressive behavior on
price because they sase their factories not being loaded to
full capacity and BellSouth is a big accountfor any of these

vendors, and they can‘t, if we can position it right, they

13
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ca.n"t walk away from our situation because we’re §0 big. One
of the benefits of volume purchasing. AT&T and BellSouth have
had a good relationship over the 10 years or s© we’ve been
doing this. Sometimes a contentious relationship based on
price or from time to time pertornance, their quality has not
always been what it should. But, over the years they’ve been
an exceptionally good vendor for us. Their machine is of high
quality, their pricing has been pretty aggressive, and I would -
imagine their market share here is probably what is

it? Do you know?

(Manion): In this RQ or in BellSocuth’s total?

(Boren): No in total, what would you gquess?

percent?

(Manion) : jof our lines. .
(Boren): Yeah, and so we have a good healthy rclationship
with them which they would not want to see go away. It’s too
big. Because of that, wvhen we write a letter the way I diq,
complaining basically about their pricing, it gets their
attention. They worry about it because we’re s$0 big. Now wve
don’t do it lightly, because if you’re a good purchaser, you
don’t just without reason flail about. You sit /down and plan
your strategy and try to execute it. That'’s what we did on
this case. It wvas very successful for us, this particular
negotiation.

Uh, this same letter, lemme, refers to the concept of revenue

sharing somewhere along the line. Here we go. Also we

14
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continue to be interested in working with you to evaluate and
implement a way to take advantage of revenue sharing. Now we
had an explanation here of what that might mean in response to
our data request 118F and it is that we believe that in this
ATET proposal is referring to some kind of deferred payment
schedule for SESS software right to use fees based upon
BellSouth’s market penetration. Is that what you think they
meant?

I don’t know specifically, but they’re not in the letter.
There’s been a couple of concepts advanced by different
vendors about return of revenue sharing; and generally it’s
different ways that purchasers and sellers have of sharing the
risk in the market, particularly if it’s a new market. ¥We’ve
had discussions over the years with ATE&T and others about a
way to do that. We’ve never successfully worked anything out

because it'’s complex and gets into, well you’re an accountant

supreme, $0 you understand the difficulties when you get into

something like that. But basically all it means in country boy
language is we agree on 2 price, take it to market and if it’s
successful, then we have some kind of a risk sharing with the
vendor. It can work in some cases, but we never have been
able to work it out.

Well, what I was, see what, the way I interpreted this
explanation was that it vas referring to some kind of an

arrangement where the cost would be matched to revenues in

those new markets.
15
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What kind of revenues? I don’t know how that would work.
Is it BellSouth’s policy to pay for right to use fees prior to
deployment of any features in the network?

Yeah, I think the right to use fees are generally based on a
total package of feature tunctional;.ty ‘not just on a specific
product. A generic in one of these switches is a very large
piece of software. When you have a generic update it usually
swveeps under it lots and lots of things, some as simple as
some mistake that’s been found in the software. So we buy
software in different ways, but I don’t know of a revenue
sharing situation. Do we, did we have one during that period?
(Manion): No, The only thing I can even think that comes
close to it is same software features are priced on per line
basis, for, if we only need 100 lines, we only have tq buy 100
lines of it and if it‘’s a successful feature and we get"a
heavy penetration then all of a sudden we need 10,000 lines of
it, we have to buy more lines, so as we increase our
penetration in the feature they would also get some rsvenus
when we buy on a per line basis, and that would be a risk .
sharing. Instead of bhaving to purchase the right to use for
the whole switch at one time, not knowing if we can sell that
particular feature or not, we can deploy it with a minimum
numbaer of lines, see how it goes, and if we’re able to sell
it, we buy more lines and (__? ) more lines and they would

get the right to use fees everytime we buy more lines. That'’s

16
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the only thing I can think of that would even be close to

revenue sharing.

(Boren): And that’s not classical revenue sharing, at least
in the way I think of it. We‘ve, I’ve always hoped we could
find situations where we could, whe.;:e i;e could have some kind
of risk sharing, but we haven’t been able to come up with a
formula yet.

Mr. Boren, the reason we’re here is because somehow we laid -
ocur hands on this document which is this AT&T presentation
which was sort of in the middle of all this correspondence and
I guess at the beginning was the ncgotiations, at the end wvas
thel switch deal, and this presentation has these words on
pages 3 and 4 and it calls them BellSouth issues and it talks
about - it says you’‘re going to do, or AT&T was gqing to do
what it said it was going to do in all these letters, that'.is
shift expense, shift from expense to capital. And our concﬁ

——

is that it seems like whether or not total cost went down,

there is some shift that had regulatory implications_here for
pricing purposes, and, in fact, this talks about rate base

ma—

/ - . - - .
profit regulation on capital investment and the FCC tightening

accounting rules to require expensing of ( 2 )., SO
here we are with this, and Steve Manion has steadfastly

reported that they didn‘t do what they said they were going to
do S0 all of this is a non~issue. I’m asking you is this, were
there, are their statements accurate? Were these BellSouth

issues back in those negotiations?

1?7
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Not to my knowledge. If I look at the piece of paper, expense
budgets are tightly constrained. In my 25 years of
experience, every Yyear the expense budget is tightly
constrained. That’s in any business has all the time a tight
expense budget. Profit rcgulitioh .based on capital
investment. That’s rate base rate of return regulation in a
different sort of slant on it than I would put on it, and of
course the accounting change we’re all familiar with, so the
statenents on the face of them are true. If the implication
that, and I haven’t seen the rest of the document, but if the
implication is that there was scme strategy with AT&T for a
particular purchasing strategy related to that, it’s not true.
Well, it would be these, plus this one here, “the five ESS
allocates too much of its cost to BellSouth marketing‘s most

\ .
competitive services Essxf and that’s where I, that’s my

- - S ——— ——

—— ©e— e — s — e T— -

concern. I think that they said thess are your issues and

——

| you‘rs talling me they’rs not your issues.

Well, not in any sort of way that is a conspiracy to make
p—————

things shift from one account to ancther. That’s not true.

As I know you are more aware than I, because of your

profession, this, if you 1loek inside AT&T or any other

' ‘company, the pricing strategy is something they have to worry

about. Far removed from me as a purchaser. Now if they’ve
looked at me and deduced that these are my concerns, I can’t
refute that, and if that’s what they think, then that’s what
they think. All I can report to you is what our own strategy

18
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is, which wve talked about prsviously to scme extent and can do

1

2 to 3ore extant. But as far as any thought on my part of an

3 expense or capital shift for some competitive reason, that

4 just wasn’‘t ths case. '

§ Q: You think the rssults of this restructurs is that now lass

6 mummmmutﬁoummwnu

7 besan otherwise?

8 A I déa't know. I really don’t. The prodnc: of th%: .

9 nagotiation wvas an overall reduction in prices, both expense
10 ‘;;d capit;;: Now when you go through that.calculation and
11 reflect vhat these prices are, I don't'havc a sense for how
12 that come out, because that wvas never, that wvas not a factor
13 in what we dia. S0, Y’all may have gons through the
e calculation and know what the answer is, but I have mot.
-8 (Manion): You talking about, you mean, the kind of stuff I
16 showed you with the growth costs?

; 17 Q: Well, what I‘m asking here now is if I, is that, is as a
I 1 result of this price :ut:uetu: that less cost is being

19 allocatad to those customers than would have been under
20 previous price structure. I don’t we’ve addressed that.
21 A: (Manion): Well, BRCSII, which is the package in the S5E switch
22 """ that has most of the ESSX featurss. Ons of the things they
23 offered there is it went from 0 line to a line, which
24 lowvered software costs. And ve showed you that in a...

25 Q: So that’s the ansver, is yes?
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A: (Manion): That for BRCSII package, which is our ESSX software
right to use fee, thare vas a significant écduction in price.
(Boren): And my discussion is at a level above that, whare
mthWwaum:Mionmunotm
purchase. I didn’t get into wh.ich.paékaqc was up and which

—————

15‘_._—_?&:6;1;:3_@. There vas an ovarall reduction in the per
line cost of software and hardware, and when you put them
toqcﬁhumwmllrmcﬁwmmtatuptiuezm-
swvitch. That’s vhat I saw and wvhat I reactad to.

(Manion): I mean if you f£lip back into the pages of that it
shows you where the BRCS is now Ja line and it used to be

L 2 line ¢ 2 ) in <that prssentation AT&T

( 2 ). It’s in the back pages.

Q: Well, so thase vere, I guess, I don’t have too pany more
questions, thnydthcwcowmmumomiuué.
ATET had said they vers BellSouth issues. Seams to me, I will
just ask you, did you achieve scme regulatory goal other than
ancvmllr-dnctioninthccostwhgnthisdulmstruck.

A: Not to my knowledge. The rsgulatory goal, as you put it, just
sinply in the years that I did this job, was not my concern.
I don’t know how to put it any plainer than that. I didn‘t
think about, I didn’t write about it, I didn’t talk about it.
It just wasn’t a factor. It, my, this job is a businessman’s
jeb, not related to the regulataory situation. 1It’s just a
businessman’s job. We had a market, product and a purchasing
oppertunity. Now, I don’t know the regulatory impacts
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discretealy by product of the negotiations we did because it
wvasn’t a, it vasn’t involved in anyway. So I didn‘t know it
before and I didn’t know it after. What I wvas aftar was the
businessman’s approach, because if you can make the prices of
the products of what you’re buying ta. provide thes products
that wve sall go down, evarybody beanafits, and that wvas the
motivation. Maybe I should have bean more sophisticated and
had some way to slice that in a different way, but it just

vasn’‘t trus.

I guess whare I’m gatting to beyond, y’know sort of beyond
that, is that y’knov Stave has told us, I think, that we don’t
know vhers these words came frocm and we’re trying to find
out... .

If you’re talking about these three words here, thucthr;c
bullets? Those vords we resad?

Those bullets and this bullet.

Which one?

Where we are. This one, and the thres above it. Whether
ATET, y’know, if we go ask them, why did you writs those and

just call them BellSouth issues, whether it’s BellSouth’s

" position that they don’t know vhers those words came from and

ATE&T was not accurate and shouldn’t have written those words

is what, you know?
The fact is, let’s just take them one at a time. Any year

that I’ve been involved, that first bullet is true. Any year.
21
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This year. As it was true vhenever this took place. The
second bullet, as long as I‘ve bean in this industry that has
been true, because we’ve alvays been under one form or another
rate base rate return regulation, wvhere if you are in rate
base rats of return regulation, your profits are related to
your capital investmant ar at least as much of it as goes in
the rate base. The third bullet is just a fact. The PFCC did
W change their accounting rules with regard to right to -
use. SO0 thare’s nothing magic about where those cans fron.
Other than the third bullet, they are exactly true today. So,
nothing very ramarkable about those three statements is the
point I’m making. And this, ve vere saying, as I’z sure I vas
saying or my folks ware saying, that the five ESS were simply
not being competitive against its competition. Now, if inside
ATET, they vant to conclude that the reason the prics is being
pcru.wod as noncupttitivc is because thty havc d‘c;ded";o

- pantade DRT SN

nl:c their allocation a certain way, that’s an im'.nrml ATET

————"
issuse. I can’‘t, I mean, it’s not =my issue one way or the

e T e ame cmumm.

other. That’s a conclusion that they mada for themselves, I

guess. So when you say, don’t know where the statsments came
from, there’s nothing remarkable about the statements.
There’s nothing mystaricus or remarkable, to me anyway. Maybe
you‘re seeing something there that I... .

[(end of side one of tape)
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... they put in on. I'm just trying to tell you they’re just
truisms. They’re not...

stating the abvious?

Yeah, they’re just staying the cbvious. And on this, if they
decided, I mean it’s like, it’s 11&- ;ny vendor that had a
product comprised on two pieces. If they want to say, gosh,
ths gnstn-r is complaining about this pisce being too high,
I think, and therefore, let’s lower this one a little bit and
raise this one a little bit, and that’s internal to them, and
vhat I’m looking at is adding the two together to get them to
come down, I can’t, I asan, that just éh. wiy things worked
out. -

What is the effect of the BRCS feature dropping from  to
What’s the effect of that? . R
(Manion): Uh, associated with the price of the switch?
Marketing the features, whatsver? What’s the impact on your
custonars?

(Manion): Well, I’d just have to, I mean, I can’t answver
that. From a procuremant standpoint, the effect would be,
depending on the amount of penetration of that featurs in a
particular switch, would be hov much we would save, 4o
vhatever, for every line of Cantrex or BRCS that we
deployed where we used to pay a line for it, ve pay
Some switches have zero ESSX in it, other ones have 10,000
lines. So, you know, that effect. As far as the marketings
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